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The General 


I - Introductory. 


1) In a preceeding note the 


in Bgypt, and has come to certain conclusions as to 


some of the causes governing this rise. Subsequent 
reflexion has, however, shown that these conclusions 
cannot be put forward in explanation of the general 
rise of ] t £ lace in Egypt since the 
outbreak of the war, and particularly during the past 
twelve months. A general phenomenon of this sort 
must he due to far-reaching and general causes, which 
it’ is the object of this note to investigate. It is 
believed that a very considerable factor in causing 
the increase is to be found in the system of currency 
adopted since the outbreak of war, and if this is 
accepted as { that the Government has the remedy 
in its own hands, arid while perhaps not in a position 
to reduce the rise, can at least, by suitable measures, 
prevent it from increasing to the extent which would 
otherwise prevail. 

2). The broad outlines of the economic situation 
of igypt are that she normally grows practically all 
her own uffs, except two months' supply of 
wheaten certain articles of luxury rather than 
necessity, and a considerable amount of animal food. 
On. the other hand, practiccaly all manufactured articles 
are imported. @f the foodstuffs grown here, three- 
quarters never reach the market, being retained for 
consumption by the producers. 


8a. 





As to exports, over nine tenths consist of either 
cotton or cotton produce. Very little food is exported 
in a normal year. 

In the last year before the war, 1913, the value of 
the export and import trade was evaluated by the Customs 
Administration as follows:- 

Exports L.ig. 33,198,000 (including nett export of 

gold) 

Imports ie 27,902,000 {including nett import of 
token money, at its true 
value.) 

There was thus an excess of exports over imports 

-80-called favourable balance of trade - amounting 

to 5.2 millions. It will be’shown later, however,~ that 
several items have been omitted from the value of the 
exports, and that several important invisible exports 

and imports are omitted, other than the receipts for 

the payment of interest on public and private indebted- 
ness to foriegn countries. It is probablethat the 

true balance of trade more nearly approaches 8.5 millions 


of Egyptian pounds, which are offset by 2 4.5 millions 


due annually on the public debt and tribute, and some 4 


millions, due for private debt, which, however, can be 


estimated only approximately. In general, the true export 


trade just pays for the true import trade. 





he whole of what follows is based on the 
modern theory of money, called the quantity theory, 
now generally accepted by economists; it is convenient 
to give here a resumé of these factors which determine 
the general level of prices. While doing so, the 
opportunity will be taken to quote such statistics. 
as are available concerning these factors in Egypt. 
They are: 


(a) the amount of money circulating in the country; 


(bh) 4 velocity of circulation; 


(e) 9 cheque currency; 

(a) i velocity of circulation; 

(e) > volume of trade. 
The circulating money of the country consists of ; 

(a) primary money; and 

(b) fiduciary money. 

Primary money consists of "a commodity, any given 
unit of whieh has just as much value in some other 


x Gold coins ina 


use as if has in monetary use." 
country with a gold standard, brass wire anongst 
the tribes of the Sudan, cartridges or salt in 
Abyssinia are examples of primary money. 

Piduciary money, on the other hand, is money 
whose general acceptance depends on the confidence 
of the acceptor that he can, at any time, either 
exchange it for primary money or use it for the 


discharge of dehts or in payment of goods. Its 


value depends in general on a guarantee either by 8 


Irving Fisher, Why the Dollar is shrinking, 
(New York, 1915), p. 31. 
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government or by e bank, and may vary with the amount of 


confidence placed in the guarantee. 


coin, and the fiduciary money consists of 
end bronze coins, and of paper money in the form 
panknotes, issued by the National Bank of Egypt. 
practice, the current gold coin and standard of value is 
the British sovereign, and the par rate of conversion 
between the gyptian pound and the sovereign is defined 
by law to be such that one sovereign is equivalent to 
0.975 of an Egyptian pound. 

Shortly after the outbreak of war, the National 
Bank was freed from the obligation to pay primary money 
for its notes, on demand, but the measure is int ended 
to be purely. temporary. 


The Primary money in Egypt cannot be determined 
J ¥ JP 


with any accuracy. Ve have statistics of the amount 


of legal gold coin imported and exported annually since 
1885, so far as declared to the Customs and Post Office, 
but since the gold currency of the country consists 
almost exclusively of foreign coins there is no need 
for individuals, taking these abroad, to exchange them 
for other gold, and. leave them in the country. There 
may therefore and certainly does exist an invisible 
import and export of gold coins to and from Egypt. Full 
details of the annual export and import of the visible 
stream of gold coin may be found in the Annuaire 
Statistique for 1914, p. 521. From the figures there 
given, it appears that the total visible import of 

gold has been £.135,089.000 and the export of gold has 


been £.90,134,000. 
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From these figures, it would appear that £.45,000.000 
in all, or an annual average amount of £.1,550,000 has 
remained in the country since 1885, a phenomenon which 
has excited a considerable amount of comment in economic 
and financial circles, especially when taken in conjunc- 
tion with a similar dissppear of gold into India. It 
has genrally been explained as being due to hoarding, 
but in the writer's opinion several essential facts have 
heen too hastily neglected when adopting. this explana- 
tion. 

(a) Gold coins to an unknown amount are melted 
down to. make jewelry. Being equivalent, in the case 
of gold, to hoarding, this operation necé not be 
further dwelt on, but it should be remarked that since 
there is no mint in Egypt, the operation is irreversible, 
and such coins are definitely withdrawn from the 
currency, and can reappear in it only be export, re- 
Coinage abroad, and subsequent import. A similar 
remark applies to gold originally introduced in jewelry 
or other articles of art, and to the gold annually 
mined in Egypt. Since the provenance of exported 
bullion cannot be determined, no useful purpose would 
be served by comparing the exports with the imports 
especially since there exists an invisible flow of gold, 
in this form and as jewelry, both into and out of the 


country. 


(b) In thirty years there has undoubtedly taken 
t 


place a certain increase in the trade of the country, 
demanding a larger stock of gold to do the work, but, 
how much Gan hardly be estimated. 


(c) fhe monetary: boundaries of Hgypt have been 


extended, so that they now include the Sudan into whieh’~ 
\ 
rae 

a certain amount of gold has passed without record. \ 





(a) fhe foundation of the National-Bank, and 
particularly the institution of paper money, have 
demanded a certain amount of gold, although perhaps 
this case may be treated as a particular examples of (b). 

(e) A much larger sum is now mainteined in the 
Dreasury than twenty years ago. In 1913, the cash 
in hanks, the Treasury and Caisee de la Dette was 6.1 
millions against 4 ions in 1891, and although 
all of this was not in gold, it is extremely probable 
that a large proportion of the increased balance took 
this form. 

(f)  @here are several invisible streams of gold 


whose general resultant is outwards. Reypt is the 

scene of three annual periodic movements of migration. 

fowards the end of the year there begins the. annual 

influx of winter visitors who stay a few months and leave 

between February and May. Overlapping their departure 
the annual efflux of residents, to escape the 


ier heat of Egypt, after which they*return in Autumn. 


thirdly, there is the pilgrimage which takes place at 


a movable date. The I involved in these three 
migrations snounted to over 150,000, in 1913. From 
a monetary point of view, all three movements possess 
imilar characteristic namely that the average amount 
gold. = carried out of the country by 
each passenger exceeds that brought in. For further 


details reference may be made to a paper hy Dr. 1.G. 


Le Tourisme et la Villegiature en 
sypte contemporaine, 1912, III, 
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accepted opinion that Egypt is a vast sink 


requires, therefore, considerable modification. 


e the, extent generally believed 
amongst foreign economists cannot be maintained. That 
important hoarding exists is rendered still more impro- 
bable by the ascertained relatively heavy indebtedness 
of the cultivators as a class. 

From the present point of view, the »conclusion is that 
to form any reliable estimate of the amount of primary money 
i.e. gold in circulation in Egypt, at a given time, is 
extremely difficult. 

In one instance, we are able to investigate 
the amount of gold required to transact-a particular piece 
of business, namely that of moving the cotton crop from the 
field to the port. The cotton season begins nominally on 
September 1, although parcels of early crop arrive some 
weeks previously. : of arrival at Alexandria rises 
very rapidly and the maximum i reached from nine to twelve 
weeks after the i 4 > se say, at some time 
in November. Thereat i fails off, somewhat rapidly 
at first, but more slowly later, until just before the 
new season begins, the weekly arrivals have fallen to 
a few thousend qantars. fo pay for the movement of this 
annual flood of cotton - for in character the 
movenent is not unlike that of the Nile flood - there 


is normally a corresponding flow of gold into the country, 


with a maximum of some three millions of pounds in October, 


i.e. in anticipation of the maximum flow of cotton. After 
that the import of gold falls away, until ih summer it 
reaches only a few tens of thousands of pounds per month. 


Hsving done its work, the gold begins to flow’ out again, 


more 
at a rather/uniform rate than it entered, and wit 
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maximum in January or February as ule. The average 
duration of stay of the gold in the country may be shown 
tobe almost exactly 4 months. It may also be shown that 
if the crop each year is moved by the gold imported then 
the amount of the latter averages 0.4. of the value of 
the cotton crop. Sinee as will he s} in 1? there 
is reason to believe that the whole crop changes hands 
in Egypt, on the basis of a cash transaction, twice 
over, it follows that the gold used for the financing of 
the crop changes hands five times. 
It is worthy of remark in passing that: the 
invard and outward flows of ‘gold exist side by side, a 
phenomenon which indicates that the exchange market in 
Egypt is still susceptible of a considerable improve- 
ment in organisation. In December, 1909, for example, 
there would have been s-‘considerable economy to the 
country, could the individuals or banks who imported 
1.26 millions have beén brought into touch with these 
who exported close on one and a half millions, and 
this is not an exceptional case, although the actual 
amounts are seldom 80 nearly equal. x 
Though the accurate estimation of the primary 

money is difficult, hy making 

of money between difz 6 countries, 
entnicated over one hundred years ago by Ricardo, we may 
make an: approximate imat the total amount of gold in 
circulation in heaypt. : 8 Law states that the monetary 
metals “are distrihuted in such proportions amongst the 
different countries of the world as to accomodate then- 


which. would 


but the phenomenon of a country being at .the 

time an importer of bullion from one region and i 
another region is not without pseralle 
eory of International ade, London, 





1;0unt of gold circulating 
Several assunptions underlie: the 
simple proportionality, so tha he resnlt cannot be con- 


sidered otherw han. approxinate the estimated 


volume of trade in 1 3 may: be meusured by £227 ,000,000 
‘or £67, 60 


ance of the 


of cotton of money 


changed hands 5 in -f at t) 


te rate 


however, that. the velocity of 

circulation, i.¢6. the num) P times that the money 
nged hands during the year, is the same. for the 

y commerce of the country as for >the trade in 

cotton, and some reduction of this : iré15 may have 


made, and here } é ly make an estimate of the 


reduction. If we make no reduction, the residual gold 


in circulation is 10.6* mil lions; if we reduce the 
velocity of Circulation t 


to 14.2 millions; if we uce the velocity 


i.e. 227 





considere: that the 3 3-is that the cotton 


crop is financed almost entirely by the annually 
constant reservoir in the 
the same velocity of circulation 
and. not only to that used for 
reservoir of 
in 1913 may be taken st > Millions. 
27, where’ more a a3 2 given on this 


matter and the figure’ 8.5 milli s; Obtained for 


July, 1914). 


an estimate 


Director of the Mint (U.S.a.) gave 
millions, including go the banks. 
1901, M. de Beaupuis: obtained ‘a Pigure of 8 
millions sterling. 
For 1908, i Arminjon and Michel considered 
that 33 to 41 111i 3 Was a reasonable estimate, 
but that this inculded money. lost, melted down or 
hoarded. x 
Although we can only 
anount of primary money in circulation in Egypt previous 
to the war, we are now able say that the present 
circulation is practically nil. 
The amount of fiduciary money in circulation is 
known much more accurately. this currency: consists 


the metal token money of + Government 


For full ; 
credit in u egypt, reference may be made to~ 
the book b Mi. Aarminjon and Michel, La Circulation, 

le Credit leurs Instruments en Egypte, Paris, (1908. 





Cid 


amount of foreign token money at the ports), and of 


the bank notes issued by the National Bank. During 
29 years from 1885 to 1913, foreign token money was 
exported, on balance, to the amount of 1.1 millions 


of Heyptien pounds. iis, in all probability, 


represents the balance of Small chang spent by 


f 


to the ports, over that taken avay them, 


annual } ance should he added to the exports 


‘Ldning the balance of trade 


Details as to the movement of token money of the 
heyptian Government li be. found in the. Annuaire 
Statistique for 1914, p. ! The table there given 
shows that the token money has increased hy 4.2 
millions, on balance, sin 36. (Ineidently, it 
should he noticed that thi cen money ought not to 
appear in the halance of trade at its face value, 
but at its actual cost, including insurance and freight.) 

sue of the money from the Treasn 

rule, considerably below the total that has 

imported, since a reserve is kept in hand to 
meet sudden demands, which are generally due to 
unexpected development in the cotton crop trade. 
The issue of token currency shows distinct annual 

but the whole amount sued at the 

snéenent of a cotton season seldom returns in 
full at the end of it. A Dalance remains in, circulation. 

fhe third form of fiduciary money consists of 
the banknotes issued by the National Bank, since 1899. 


Their issue rose from an everage of £9,000 in May, 





1899 to one of £2,260,000 in December, 1913. 


It 


has.a certain annual periodicity, which, however, is 


associsted rather with the cereal harvest than with 


the cotton crop; in fect, in recent years, previous 


to the war, the minimum issue of the year has 


occured in Autumn, or just at the time when a 


generally 


maximum 


activity might be expected, owing to cotton trans- 


actions. 


Until the outhreak of war, these notes have always 


been represented, as to at least half the value, by 


its of gold in the National Bank in Egypt 


are now covered, partly by gold deposited in 


° They 


the 


National Bank in Bgypt or in London, and partly by 


approved securities deposited in Ngypt or in 


It is clear that the gold reserve 


against if should not both appe 


London. 


Girculating medium. Their issue since the beginning 


of 1913 is exhibited in the following table. 





Table I. - Bank notes issued at the end of each month and gold holding, 
in thousands of Egyptian pounds. 


Gola goa 
Notes ee Notes Notes Notes 
n Egypt |In London in Egypt |in London in Egypt | In London In Egypt 
January.«-/2.900 | 1.481 - 2 1.250 - 8.250 3.7351 1.151 12.650 | 3.803 | 5.456 





February. -| 2-900 1.481 2-60 1.300 8.100 3.482 12.400 | 3.601 | 5-408 
March....-| 2.800 1.402 22600 | 1.300 7-900 3.3868 | 2.06 12.400 | 3.460 5.954 


April.....}| 2.600 1.300 2-500 aE ; 7.750 3-287 208 12.100 | 3.405 5.481 


May.s++--s|2.400| 1.200 2.400 | 1.200 7750. | S273 6 11.700 | 3.423 3.232 


June....--|2.400 |. 1.200 | 2.40 200 7.000 | 3.399 28: 11.000] 3.347 3.135 
July..-+.+}|2.100 | 1.050 1.10 6.450 | 3.47¢ 10.800 | 3.304 3.100 
August....|2.000 | 1.000 3.500 | 1.795 6.700 Y 11.200 | 3.064 3.203 
September.| 2.000 | 1-000 4.250 | 2.501 9,000. | 3.72: 13.300 | 3.097 3.203 
October...| 2.600 | 1.300 5.! 3.110 . 11.050 | 3.88! 3.23 19.100] 2.933 | 3.203 


November..| 2.600 1.300 : ] 32594 244 10.550 4 2-189 22-650} 2.971 13.205 


December..| 2.700 1.356 3-698 3 11.550 |.3-970 3-164 21.200 | 26728 3.2035 
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Notes issued to the banking department of the Nation- 
are considered as i irculation. 
the currency due ‘to al these forms 
of money will be considered later, (v. 27) put it is 
not out of place to remark that there is 
dicity in the issue of notes, that corresponds | ne 
cotton peason. This is hut as might be expected, seeing 
that” they have ken the place of gold in financing the 
Grops 
i factor of equal importance to the amount of money 
inva country the velocity of circulation of the 
money, or the number of times: it changes hands in the 
course.o! 
fhe velocity of circulation varies sording to 
the.valie of the coin, or from another point of view, 
with the personal habits of the spender. 
For a discussion 
made to 
To obtain any 
erefore extremely difficult, and the writer 
knows of no other attempt to ascertain i alue for 
Egypt, except that made in 7 above. What is important 
not affected by the 
p+i4l). 
After the money, as a factor a 
the use of credit instruments, such as cheques. It is 


admitted by the principal writers on monetary theory 


that the giving and accepting of a cheque for goods or 


in payment of a tebt is equivalent to the exchange of 


money for the same purpose. fo this extent cheques are 


\ 


equivalent to money, and in consideration of the volume 
of financial transactions the volume of cheque transae- 


tions, must be forgiven. In the United States ¢ash 


Z 
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transaction form less than one-ninth of those settled 
by cheque or sSimilaz 
velocity of circulation of a cheque is 
changes hands, in exchange for goods, once in 
career. Any subsequent exchange between banks 
is merely a matter of accounting. 
4 fundamental characteristic of this credit cir- 
culation is that in normal circumstances and over 
short intervals of time, it bears a nearly fixed ratio 


circulation of money. The ratio cannot 


fixed, since credit circula 


fion tends to 
ser than cash circuletion, but the rate of 
tnorease slow, and as remarked above, may be neglected 
over short intervals. It is doubtful, however, how 
is facet holds over dislocations of credit such 
occured in gust, 1914. 

Our information as to cheque circulation in Egypt 
is meagre, but some of it will prove useful in the 
sequel. The total number of blank cheques issued to 
local customers by local banks was 429,707 in 1912 and 
483,942 in 1913, but we have no information as to 
their average amount. 

In January, 1915, the Statistical Department made 
an enquiry as to the change in cheque payments due to 
the War. The five months August to Deeember of 1914 
were compared with the seme months for the preceding 

ear. The following were the results in brief:- 

(a) Twenty banks and branches, including the 


principal banks, replied in greater or less detail. 


(b) For ten of them who gave the amounts, the total 


involved in chegue transact from £2,272,000 


in 1913 to £610,000 in 1914 r by cent. 
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(co) For four who gave actual numbers, the number 


fell from 8,890 to 3,301 or by 63 per cent. 


(a) Fifteen banks gave the percentage fall in 
anounts which averaged 73 per cent, and twelve bani 
gave the percentage fall in numbers, which averaged 
53 per cent. 

Tt is perhaps not an extravagent estimate to 
consider that the total cheque transactions of the 
five months August to December, 1913 amounted to 4.5 
millions. Basing on this, and with certain reasonable 
hypothesis, the conclusion has been reached that the 
zold in circulation at the end of July, 1914 was 
approximately 6.5 millions. fhe figure obtained in 

7 was 10.6 millions, as a general average, and that 
of 27 gives 8.5 millions for duly, 1914. While 
these figures differ considerably inter se, they agree 
in giving a comparitively small totsl for the gold 
in circulation in the country. 

The last factor which influences the general level 
of prices is the volune of trade. This is a somewhat 
Vague magnitude whose want of definiteness corresponds, 
to the vagueness of the term een erkt level of prices, 

convey 
and yet both/a general impression to the mind. 
No one would deny that if 10 per cent more of everything 
had “been sold in one year than in a former, at the same 
prices, then the volume of trade would be 10. per 
cent greater in the Second yesr. Similarly, if.all 
quantities had remained the same, but prices had increased 
by 5 per cent it would be conceded that the 
general level of prices was 5 per cent higher. The 
difficulty arises when some quantities change by more 


than others, while individual prices also change differently. 
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what follows we shall not require absolute memsures 

the volume of trade, but only relative measures, and 
we shall define the volume of trade with reference to 
1913., The total monetary transactions of 1913 may be 
obtained by muliplying each quantity of goods sold by the 
price per unit at which the sale took place, and sum- 
ming all such individual transactions. If now the prices 
are carried forward to 1914, and the total monetary 
transactions obtained on the supposition that the quan- 
tities sold are those of 1914, but the prices sre 
of 1913, we get a measure of the trade of 1914, which does 
not depend on the change of prices. We may then compare 
this. with the corresponding figure for 1915, and errive 
at a comparative value of the trade of 1914 in terms of 
that of 1915. Calculating now the actual monetary tran- 
sactions of 1914 from the actual quantities and actuel 
prices, we get the trade as dependent on both changed 


quantities and changed prices. The ratio of the trade 


atthe actual prices to that at the fixed prices will 


give a measure of the general level of prices in 1914 
as Compared with 1913. This is the method adopted in what 
follows: - 

The monetary value of the principal cereal crops of 
the four years 1913-6 are as follows:- 

1913 26.3 million pounds 

1914 2267 million pounds 

1915 3226 million pounds 

1916 $8.2 million pounds 
It has to be remembered, however, that only one quarter 
of these crops forms the object of monetary transactions, 


Since the remaining three-quarters are retained by the 
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producers, for their own consumption. Secondly, we do 


not know how many times a given ardeb of wheat, say, 
ehanges hands, but we can form an estimate, and provided 
2s0nebly near the truth, and the same 
method is use ach year, the resulting figur will be 
comparable. is es’ imated then that the bread-stuffs, 
wheat, maize amd millet, changes hands as follows:- 
Cultivator to local merchant; 
Local merchant to wholesale dealer; 
Wholesale dealer to miller; 
Miller to baker; 
Baker to consumer; 
In many cases, the local merchant 
there are only 
four transactions, and in many other eases the wholesale 
merchant sells to a ret: iner \ 
consumer - again four transactions. The average price 
in oll this may be taken as the price at which the 
wholesale , Since ellowance will be made 
later for the servi £ the miller and baker in 
grinding the corn and baking the bread. In the case of 
beans, lentils, fruit, vegetables and other crops than 
the bread-stuffs, it is estimated that the average 
chain. is - Gultivator - local merchant - wholesale 
dealer - retsiler - consumer, or four changes in ek. 
In many cases, particularly near large towns, the 
cultivstor sells direct to the consumer. As a general 
for bread-stuffs and 3 for other 
all crops, except cotton, 
taken together, with due allowance for the relative 
importance of crops of bread-stuffs and others, simply 


8 a general average. 
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4s to cotton, it is considered that, in general, 
the process of marketing is carried out in two stages. 
fhe cultivator sells to a provincial merchant who in 

0 an exporter. Occasionally the cultivator 

to the exporter; occasionally he sells to a 
small buyer who selis to a large merchant. The factor two 
will be adopted therefore for cotton and cotton seed. 

Live stock is frequently sold to a wholesale 
merchant who resells: to the wholesale butcher. The 
latter sells the meat to the retail butcher who selis 
to the consumer. hound large towns the wholesale 
merchant frequently disappears from the chain. 
other hand a considerable proportion of the stock is 
sold not for slaughter and changes hands once only. 

Of the frequency of this we have no means of judging, and a 
pure guess must be made. Finally, it should be noted that 
as the value of beerseem, tibn etc. is already included in 
the value of crops, it must not be included again in the 
value of the livestock that consume these fodder crops, 

hut on the other hand the sale of milk, butter, cheese 

and of skins and hides must not be overlooked. Again 

only a reasoned guess can be hazarded for the value of 
these commodities. The general factor-2 will be used 

for all livestock. 

There remains the consideration of the date crop 
which is considered to change hands thrice. The number 
of proprietors will their families anounts to about 3 
millions or one quarter of the population. The money 
involved applies therefore to only three quarters of the 


Grop, Combining this with the number of times the 


balance changes hands, we get a factor 2 1/4 for the 


2 


whole crop, or nearly enough 2. 
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fhe import ie has now to be considered. 
a large number of cases the importer is himsel 
actual retailer to the consumer, but in perhaps 
many cases the rter is a wholesale merchant 
whom the retailer buys to resell to the consumer. 
Thus the factor 1.5 may be taken for the import trade, 
ée value of which is taken at the customs valuation, 
r reasons that will be explained in next paragraph. 
There remains the questions of services which 
must be.considered, since they are given in return 
for a monetary payment. With regard to services, 
is convenient to include not only those of the 
ord fessions and of officials, labour of workmen, domestic 
servants, public servants, such as cabmen, and the 


also those of wholesale and 


services) have not been included in the 
values adopted above. Secondly, it must not be 
overlooked that the Government itself is the largest 
seller of services in the country, and that it gets 
its return in the form of taxes, payments for posts, 
telegraphs, railways, dues for shipping, customs 
and 80 On, none of which appear in the commodity 
values above. for this reason that we need 


not make any allowance over and above the cei.f. value 


of exports. Owing to their peculiarly personal nature, 


services cannot be passed from hand to hand, but must 
be paid for once only. ‘The factor here is therefore 
unity. 

Tt w to combine these into one express- 
ion for ; ume of trade for each year, which we 


proceed 





Value of 


Wheat crop..s.... 


el 


Maize and millet crop 


Barley crop...... 


sonst 


Rice Me 


ig sk als 6'8-4'4 
| 
+ 


Other CropBecsccees- 





Total. «} 


One quarter 
Date crop X 


Desens et 


Gotten: "Xb ewmea as 
Givestock X Beveseeed 
Fish, eggs ete. X 3 
Imports X 1.5.... 


Total value Commo- 
dities.. 





Private services.... 


Public 


Total value Services 


GRAND PTOTALecs+. 


ex) 


2269 


Table If. 


Volume of trade in Egypt. 


Actual Transactions 
for each year. x 


Comparative colume 
of trade on basis 
of 1913 prices. = 


1916 | 1914 





1915 1915 1916 


10.9 12.5 9.3 
15.6 


20d 


Lek 








133.3 





205 .5)19361 


Figures in millions of Egyptian pounds. 





It would unduly length this note to explain in 
full how all these figure have been arrived at. The 
important point is that the same method has been 
followed throughout each item. The grand totals 
are therefore mutually comparable, and as comparison 
is the chief object, this has been secured. It may be 
mentioned, however, as showing the small effect which 
ehanges in the mode of computation have on the final 
comparative figures, that a preliminary calculation, 
in which three was adopted as the factor for crops; dates; 
live-stock and private services were all treated 


differently; and public services were omitted, gave 


comparative results nowhere 2 per cent different from thosq 


obtained in the next paragraph, although the absolute 
values found necessarily differed. considerably from 
those above. 

fhe comparative figures, based on she prices of 
1913 are:- 

226.9; 205.5; 193.1; and 192.3 for the four years; 
or expressed as percentages of that for 1913. 

100; 91; 85; 85; 

The fall in the volume of trade is due almost 
entirely to reduction in the weight of the cotton 
crop, and to diminution in the volume of imports, end 
it would have been worse had not the decrease of the 
area under cotton resulted in increased of that under 
other crops. his drerease in the volume of trade by 
aS much as 15 per cent is of capital importance in the 
following discussion, and when the reduced cotton 
crops and imports are considered, it cannot be denied 
that there has been such a decrease, even of objectors 


may wish to minimise its amount. 





Since the comparative figures for volume of trade 
have heen ohtained on the basis of unchanged prices, 
the increase or decrease of the actual volume of 
monetary transactions as compared with those, can 
arise only from change in the general level of prices. 


Comparing then the two series of grand totals, and 


taking that for 1913 as 100 we get the following table:- 


Table III. 





Actual transactionS..cccssecee é 175.2 277.9 
Comparative volume of trade... p 205.5 192.3 
General level of priceS.cccccccsece d 85 
Share due to other crops and dates. 
COETONsa ecceese- 
live-stocke.ees 
AmMpOrtSeecseeee 
HELYVICESeececes 
This brings out how the general level of prices 
has been effected by the steady rise in the price of 
cereals and of cotton, and more recently of imports. 
further the table makes clear that the rise in the 
price of crops from 1913 to 1916 has amounted to 67 
per cent; in cotton, to 47 per cent; in live-stock snd 
animal products, to nearly 33 per cent; in imports to 
33 per cent; and in “services” to 35 per cent, or since 
about half of those here considered render their 
services against the fixed sslaries, the profits, which 
represent to pay of the other half, must have increased 


by 70 per cent. 
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This long explanation of the factors which are 
interconnected in the monetary theory of business has 
been considered necessary, since parts of it may not 
be familiar to some readers and it is desired to make 
every point clear. The ground is now prepared for 
discussing the quantity theory of money and its appli- 
cation to the level of prices in Egypt. Put briefly, 
the quantity theory is so simple as to appear a truism, 
and one set of objections to it is based on this fact, 
The theory simply states that the sum of all the money 


paid for the goods that change hands in a given interval 


of time and for services amounts to the total of all 


the bills for these roots, in other words, that the 
quantity of money in a country, multiplied by the 
average number of times each coin is exchanged for 
goods in the given time, is equivalent to the total 
monetary value of the goods that have changed hands. 
This total value is obtained by multiplying the quantity 
of each commodity exchanged by its price. On the one 
side of the equation allowance must be made for 
payment by credit instruments and also by actual credit. 
The statement of this thoery admits of a simple expression 
by an algebraic equation. 
The Credletter 2 is used to signify “the sum 

of all the particular transactions in the given time" 
which for our purposes will be the calendar yeare 

m represents the number of monetary units in 
a given piece of money, and 

n the number of times it changes hands in 
exchange for goods, in the year. 

m’ represents the nunber of units in a given 
credit instrument, such as a cheque, and 

, 


n the number of times it changes hands in 


exchange for goods in the year. In general this is 





once only, but for symmetry the symbol is preserved. 

Pp is the price of a commodity in units of money 
per unit of the commodity. 

q is the number of units of the commodity sold 
at price p. 

The statement of the fundamental equation is then 
en Fee ey ee 

If now M represents the whole volume of money, 
including paper money, and N the average number of times 
it changes hands, and corresponding symbols are used 
for the credit money, and if P represents the general 
level of prices and Q the volume of trade, this euation 
may be simplified Antop N Ep fh =7P Q. 

This equation informs us that for any given year 
there exists a simple relation between the total volume 
of money, its velocity of circulation, the total credit 
currency and the gemeral level of prices and total volume 
of trade. It tells us more than that, however, and 
this is just where the eouation, like all the equations 
of mathematical physics, ceases to be a truism. It 
tells us that if five of the six quantities involved 
change from one year to another, then the change of the 
sixth is determined absolutely. Thus if the velocity 
of circulation of money, the credit currency, and 
volume of trade all remain unchanged, but the quantity 


of money in circulation changes, then, the level of prices 
» I 


must change in proportion. Or from another point of 


view, if the prices change, and the above quantities 


remain unchanged, the quantity of money in circulation 
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portionally. The equation does not 
us which of the is cause and which 
a that out, a second investigation is 
ed out that it is 


must change 7 


howe 


effect. To 
necessar; But it may be point 
bable that any 


improba 
supply of money, should 


always 


extremely 


a priori 


ch does 


not a shrouhg the s 
3s to produce a general 
theoretical 


whi 
There is therefore a 


act on al 


prices. 
general rise of prices cannot 


should be 
rise of aver 


a 
footnote. 
presumption that 
but must 
is second 


be the 


This 
the 


investi- 


cause, 


s found that the 


the rise the 
inference is that 


765 
in circulation, th 
the change in 


the cause of + 
shewn that the 


rise in pric 


quantity of mor 
he latter is 


the chenge in 
be 


quantity 


external to the 


causes 
it equally follows 


the former. 


the balance of 


forced change of currency. h 
i upset ‘through an absolute but 


nsactions is 
ring into circulation a volume 


de the result is, necessa- 
rise of 


a 


avaricious monarch pour 


of money not required for 
of escape, 


rily and beyond any pos 
to apply this theory to present 
shewn that 


will be 


circumstances Egyp 
there is reason to believe that a considerable rise of 
the money in circulation has taken place, and that this 
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change of circulation is adequate to explain by far 
the greater part in the rise in prices. Secondly, 
a demonstration is submitted that the rise of circulation 
or inflation of the currency is due to causes external 
to the local trade of Egypt, and therefore that this 
inflation is the cause, not the effect, of the rise 
in the general price level. 

For the above purpose we must consider more carefully 
the anount of money in circulation. AS already explained, 


it is practically impossible to find this amount with 


any precision, but starting from a given date with an 


unknown amount in circulation it is possible to find the 
changes month by month. The quantities to be taken 
into account are:- 

(a) The banknotes in circulation, less the smount 
of gold held against them in Egypt, both of which are 
known from refurns made by the National Bank; 

(b) The token money in circulation, which is 
known from figures available in the Treasury; 

(ce ) The gold in the banking department of the 
National Bank; 

(a) The monthly exports and imports of gold, 
known from the Customs Returns; and 

(e) The gold known to have been withdrawn from 
circulation to be melted down for ornaments, which 
is approximately known from returns supplied by 
the assay Office. 

The following table has been compiled from these 


data. 





Table IV. 
Circulation of Money in Egypt, 


in millions of Egyptian pounds. 





JANUSTYecessoee | 1511 12.25 | 12.84 17.86 
Pp euAehs nse) 12.06 12.00 | 13.04 17.97 
MUON cv acgnarls ape So aa ae 13.02 - | 18.09 
MTA sas ave Reve ue LOROS 10.60 12.83 17.87 
Hay wcin ous Meee > eee | 9.69 "12.94 17.46 
JUNG s ccveccccce 8.57 8.66 11.83 16.46 
JW1yesssseeeree | 6498 | 8.06 rh saat | 46.13 


AUBUBT cc scccrec 6.97 9.42 11.07 16.16 


Septemher...ee- 10.60 9.35 13,35 | 18.20 


OCtoberesesacee | 15.49 10.15 15.49 24.10 
Novemberesseese | 15.24 bLseb. 15.12 27.90 
December.scsenee | 13261 | 12081 16.45 26.60 


Mean for the year. 10.25 10.50 13.25 19.65 


During the months marked with a plus ( ), an 
unknown but constant quantity of gold, in addition to the 
amounts of money here shewn, was in circulation in Hgypt. 

Many considerations lead the writer to the conclusion that 
this wnlmown quantity was about 4,50 million up to July, 1914, but 
the result of declaring banknotes to be legal tender, but 
incovertible, was to drive this 4.5 millions out of circulation. 
the amounts given in the next table are therefore presumed to be 
approximately the absolute amounts of money issued at the various 


dates. 





Table V. 
Estimated total amount of money in circulation 
at the and of each month, in millions of pounds 


Egyptian. 








JANUBLY eoeceses 17.6 


Pebruaryersecces 16.5 
Marchecseserecce 15.8 
APL wcccictccee 14.6 
WY csi dieitelwiecsn +06 13.8 
JUNG ec ecesercee 12.9 
JULY ocecevscece 11.5 
ANZUBSt ccereccece 11.5 
Septemhereeceoee 15.1 
OCEODCrececcees 20.0 
NOVeMbELrecesece 19.7 
DeCOMberecercece 18.1 


Mean for the 
YOUN scvascccves 15.6 


It may be well here to emphasize the fact that 
this table depends on but one assumption. The figures 
given in Table IV have been ohtained from data that 
have been published or may be obtained from the 
Treasury. 

They involve no assumption whatsoever, and have 
not been manipulated or adjusted in any way. But 
since, at July 1914, the quantity of gold circulation 
Was an unknown quantity, an unimown constant 


amount has to be added. After July 1914, this 





unknown smount disappeared from circulation, and nothing 
has to be added to the numbers for months subsequent 
to that date. fhis is merely the statement of a well- 


ascertained fact. fhe only adjustment that has taken 


place in the pre-war portion of the second table has 


been that by a process, well-lmown to mathematicisns, 
or if it is preferred, by a systematized trial and 
error, the most probable value of the unknown amount 
has been found to be about 4.5 millions and the second 
table is derived from the first by the addition of 4.5 
£ the first 19 months in the former 

he chief? point of this paragraph is that the 
pusiness of the country is carried out, in normal 
circumstances, with a currency varying from 11 to 20 
millions. 

We are now in ge position to compare the average 
quantity of money circulating in each year, the volume 
of trade, and the general level of prices. It is 
assumed that the velocity of circulation remains unchan- 
ged, and the large drop in the cheque circulation, in 
the end of 1914, has been neglected for the present. 
Binelly, it is considered that hoarding is either 
negligible, or, as is more probable, that it bears a 
fixed relation to the total quantity of money circu- 
lation, in which case its only effect is to alter in 
constant ratio the velocity of ciraulation. Lhe 


following are the data :- 


= fhe gold known to be in circulation, at July, 
1914, was 3.99 millions. Adding 4.5 million to this, 
we obtain 8.5 millions as the estimated amount of gold 
then circulating in the country. See 14. 





(Q)OVotme Ol. Prades ss siad oie 6 o.0.6'0 00.458 
(b) Mea age a percentage.. 
(e@) Price Level as a percentagesc..ce 


(a) Quantity Of MONT ss.ss:0%s 6s s0.0.0me 15.6 


(e) ¥ i " @S.a percentage 100 


It should be noticed that line (c) has been 
Galculated withov* reference to the quantity of money 
in circulation, but contains a series of observational 
facts, which will go to test the applicability of our 
theory. From this theory we can calculate the 
variations in price level, to compare with the observed 
variations, and as it is more convenient to work 
with relative numbers percentage values have been 
given in each case. 

The price level (according to Theory) varies 
directly as the quantity of money and inversely as 
the volume of trade. It will be obtained from the 
quotient of line (e) by line (b), this quotient being 
expressed a8 a percentage. The following is the 
result :- 

Theoretical calculation 
Of level of pricesS..csece 100 92 100 147 

The agreement between these theoretically calcu- 
lated values and the observed values of line (c) is 
entirely satisfactory, when the nature of the problem 
is considered. In 1914, the theoretical level is too 
high, and would be much improved if we had been able 
to make adequate allowance for the lmown, temporary 


reduction of credit, i.e. cheque circulation, that 
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took place immediately after the outbreak of war, or 
for the temporary tendency to hoard that undoubtedly 
occured as a result of the breakdown of credit. 

The general conclusion of this chapter is therefore 
that the quantity theory of money is adequate to explain 
the general rise of prices that has taken place here, 
and that there is s priori justification for stating 
that the increased prices are the effect, and not the 
cause, of the inereased quantity of money in circulation. 
Secondly, from Table V, we conclude that the currency 
had become inflated by some eight million pounds at 
November, 1916. The case will be much strengthened, 
if it can be shewn, as will be done in the fourth 
chapter, that the currency has become inflated from 
external causes, independent of the level of prices 
in Egypt. 

Before leaving this portion of the subject, however, 
it may be pointed out that the extremely low prices 

obtained for Egyptian cotton at Alexandria, in the end 
of 1914, receive an easy explanation in terms of the 
money in circulation. fable V shows that the money 
available for moving the crop in place of being some 
8.5 millions as in 1913 had fallen, through disappear- 
ance of sold and restriction of credit, to 3.5 millions. 
This fall was reflected in the drop in the price of 
cotton, as Alexabdria. In 1915 the writer worked out 
the relation hetween the prices of Ugyptian cotton at 
Alexandria and of American at New Orleans on three and 
a half years of pre-war prices. The connection was 


found to be close, though not so close as had been 


expected, and the equation E = 0.4067.A 273.52 was 


x Coeffkcient of correlation, 0.6123. 
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the price of Egyptian in Piastres per 


found, where B 


he price of American reduced to 


the following table gives a 


Difference. 


venher 
Her 
NNO TY « 


ritary 
ae 


58 
65 
371 


eL7 








usually 
cotton was largely 
ll the former was too 
due to the deficienfcy of 


e cotton season of 1914. 


( enrrenc: 


i he observ improved lat as more 


and more cur sion. fhe recent 


excessive. prices of yptian cotton at Alexandria may 


t+ partially, by the local 





Itt - Foreign trade of Hgypt. 

In what follows. it will be shewn that a very large 
portion, nearly all, in fact, of the inflation of the 
currency in Egypt, with the consequent rise in local 
prices, is due to the peculiar circumstances in which 


the foreign trade of Egypt is at present carried on. 


this trade is therefore the next 


of 
be the statistics of the Customs Administration, but 
several corrections have to be made to their figures 
before arriving at the true balan ef trac It much 
simplifies all discussions of this foreign trade to 
consider that it takes place just across the frontier. 


Imports are then evaluated on 64f terms, and exports 


on fob terms. 8 regards the part 1 ed by imports 


volune of trade, this condition is probably as 
feasible, except that goods, 

turiffed for a greater or less interval and imported 

on a rising market, sare undervalued, while those 

imported on a falling market are overvalued. Such 

g00ds are therefore on the whole undervalued in recent 

customs statistics. 

It has already been pointed out that token money 
should appear in the trade balance sheet at its oif 
value, and not at its face value after import. 

Books and rs rB8 are admitted to HKgypt duty 

and do not appear in the Customs Reports. It 

be necessary to make some estimate of their value, 


In the above table for imports, the firdt four 


(ec) (a), give exact figures exdept thet an 


} 
based on the number of packets of books and 


Magazines and journals she rate of 5 P.T. per piece, 


has been made. fhe figures for the interest on private 








debt and for money to 


holiday makers, pils 


estimates. probably 


truth. 


of the 


The amount of any loans to Al 


raised*in Egypt, should also he 


as the writer knows, no 
previous to 1917. 


Table VIL - Value of imports, 





General merchandise, token money 


Books 28.44 


(Wnts Bee era ite oy Orpen BaP a4 


Gold cOineecee--- 9.75 


a 


Letters value declared... 0.10 


Public Debt and tribute... 


Private Debt (estimated)... 4.00 
Expenses of holiday makers, 
Pilgrims and departing tourists. 50 


48,34 


VOGAL. cesene 


Table VIII Value 


of exports, 


General merchandise, including 
Customs duegand profits. .cccere 
Gold coin, bullion and foreign 
MONCVcssssecesesee 


Letters value declaredeccosrevce 


ervices to ships, coal dies, 


Canal CGC CECercececescvere 


POtAlesceve 


in millions 


(35 


1.76 
0-06 
4.56 


4.00 


1.25 


33.86 


of 


0.08 


1.14 


2.05 


35014 


) 


cen out of the country by 


20.038 
0.01 
0.05 
3.89 


4.00 


28.48 


Egyptian 


28.61 


0.85 


0.04 


9.96 


1.68 


41.14 


0-50 


and departing tourists are 


within one million pounds 


0.25 


te) 


40.13 


pounds. 


39.d1 


0.39 


0.02 


17.67 


1.49 


58.88 
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line of the ble for exports gives the 
merchandise as declared to the Gustoms 
fter enquir; of cotton for 1913 
50 for 1916 have been 
ters' profit, and 5 per cent profit 
has been added to other commodities. the 
for export have also been added, since these 
are ultimately paid hy the f se Freight and 
insurance have not been added, fox shough in most cases 
paid by the exporter, in the fi instance, they are ulti- 
mately passed on by him to the foreign shipowner or in- 
surance company. If they entered at all in the ex- 
an equal amount should appear in the imports. 


The second line (h) gi 


‘ 
coin, bullion and fo 


thesnext line, that of letters, 
fhe fourth Line (1) gives the resi artly exact, partly 
estimated, of the expenditure by the annusl flood of 
tourists, the army of occupation, and the expeditionary 
forces in beg: is necessarily rather vague, and 
subject to ultimate gorrection. 
services to merchant 
hipping, dues on i it, port dues and that 


ortion of the Canal dues which remains in Egyp Services 


total number of ship 

the Suez Cenal for 191%, was kindly communicated by the 

Agent Superieur of the Canal, and was reduc for the\other 

years proportionally to the total receipts of the Company. 
lo attempt whatever was made to produce a balance in 


née imports and exports, and it is some small justification 


hat the foreign trade so nearly balances 
\ i 
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in 1913 and 1914. Although in the long run, exports pay 
exuctly for imports, it does not necessarily follow that the 
exports and imports for one particular year should exactly 
correspond. Small differences may remain to be adjusted, at 
the end of each year. But with modern rapidity of communi- 
cation, and especially in these days of submarine cables, the 
balance of trade is never long in adjusting itself. the 
phenomenon of 1915, repeated in 1916, when Egypt became an 
exporter of 12.7 and 18.4 millions respectively, on balance 

particularly noteworthy, and 3 to the indirect effects 
of this and the writer attributes the present. inflation of 
the currency and so the high rise of prices in Hgypt. 

Before, however, discussing this point in more detail, 
it will be well to recall briefly the method of adjusting 
international trade balances, which, in its essence is as 
follows. 

The indebtedness of one country A, say, to another B, 
say, is made wp of the multitudinous debts owed by indi- 
viduals in A to other individuals in B. The several in- 
dividuals A discharge their debts be sending, to their 


creditors in B, promises to pay the debt at a particular place 


(in B usually) end on a partictlar date. The debtors might 


remit money to B to redeem these promises (bills of exchange) 
from their creditors there, but this is in general unnecessary. 
For, simultaneously there may be individuals in B who are 
debtors to A j the amount of indebtedness of 4 to B. 

ors can obtain the promises made in B 
can collect the sum due to them in 


to Pay A creditors, the 


y 
B, py presenting these proriises to the B debtors. A similar 
transaction may take place in A by the A creditors obtaining 
the bills of exchange accepted by A deptors and cashing them 
If then the total mutual indebtedness af A is equal 


hone accounts may be arranged through bills of 
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exchange, which from their convenience, as obviating 

the transmission of money, became marketable commodities. 
Any debtor in will seek to discharge his indebtedness 

some creditor in A a bill of exchange 

and remitting it to his creditor in B. He w even be 
willing to pay something for the convenience, or to save 
the trouble of sending cash. Bills of exchange being 
then desirable commodities, became subject to > laws of 
supply and demand. When the supply is plentiful and de- 
mand low, wi ig cheap, and vice 
versa. Thus a creditor in A who } 1 of exchange 
for say L.H.100 on B may be willing ake less than 
L.8-100 for his bills sand a debtor who has L.E.100 to pay 
in B is thus enabled to discharge his debt fo ss than 
L.H.100 by buying the bill. On the other hand, when 
bills sare scarce, the debtor 

than 1.8.100 for the bill on B. 

limit to the premium that he 

premium rises a 1e cost of remitting gold, he will 
select the cheaper plan of sending the LeH.100 in gold. 


This premium marks the export of gold point. 


Similarly bills on B may become so plentiful (and there- 


so cheap) relatively to those on A held in B that there 
surplus which can only be met by sending gold from B to Ae 
The point at which this occurs is termed the import of gold point 
4 third manner of adjusting the indebtedness between 
countries consists in remitting certain securit- 
hose general acceptability endows them with the 
character of ir é mal money In Egypt, however, 
the amount of such international securities that can be 
absorbed is extremely limited, and-any attempt to regulate 
a heavy balance of trade in favour of Egypt by this meens 


would fail owing to the low demand and consequent low prices 
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obtained locally for these securities. A certain smount 
of business is however, done in coupons of the Egyptian 
Debt, which are hought abroad by debtors of Egypt, 
remitted to and cashed in Egypt and thus provide funds 
locally, whereby the indebtedness may be discharged. 
It is conceivable also thet a similar process might be 
adopted in the case of the interest on private standing 
debt. Tables VII and VIII show that in 1915 and 1916 
even these two methods would not have made good the 
whole demand for means to pay the indebtedness of 
foreign countries to Egypt. There were balances of 
13 and 18 millions, which in normal circumstances could 
be met only by the remittance of gold. Egypt, like 
India with its permanent favourable balance of trade, 
would have become a vast sink of the precious metals, 
particularly gold. 

A fourth method consists in the replacement of 
the floating individual indebtedness by a consolidated 
indebtedness, usually that of the gavernment of the 
debtors. This method has been several times resorted 
to in adjusting the exchanges between the Allies and 
the United States of America. : 

It has been pointed out in 64, that if pills on a 


country become too plentiful in another country, their 


price will fall. This price, cuoted for’ an accepted stan- 


ord, monetary unit, is termed the rate of exchange, This 
2 between ligypt and England, say, is quoted as so many 
res to the pounds sterling, and its meaning is that 
piastres paid in Egypt are taken as equivalent to 
1 paid in England, and vice versa. Owing to the 
valence of the pound sterling to”97.5 piastres, 


of exchange is 97.5. It rises when the 
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demand, in Egypt, for sovereigns paid in England is 
high, iee. when Egypt has many payments to make to 
England, or when Egypt has been a heavy importer of 
goods which are to be paid for in England. Conversely, 
it falls when Egypt is selling goods to England. This 
condition generally occurs during the height of the 


cotton season, since cotton is by far the dominating 


factor of the export market. The English demand for 


money in Egypt to pay for the purchases of cotton 
becomes so great that a sovereign paid in London will 
only purchase less then 97.5 piastres in Egypt, and 
the fall soon brings the rate below the goid export 
point for England-Egypt, which is about 97.2, as the 
import point is. 97.8. 

The general rule is that when Egypt is a heavy 
exporter, the price of sterling is low, i.e. in lgypt's 
favour, and when a heavy importer, the price of sterling 
is high. Hence Viscount's Goschen's remark that"the 
fluctuations which actually take place in the foreign 
exchanges are at one time the necessary result and the 
certain index of the inequalities which exist in the 
indebtedness of different countries." 

Here it may be pointed out that, in general, the 
movement of the exchange brings into operation a cause 
which tends to annul the movement. If, for example, 
France has exported freely to England, the rate of 
exchange will fall and Zola flow freely from England 
to France. This influx of gold, by the quantity theory 
of money, will raise the general level of prices in 
France, while the efflux from England will lower the 
general level there. The result is that the general 
cheapness in France will tend to disappear, fewer goods 


will be ordered there, and the cause of the low rate 
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of exchange will automatically disappear, There is an 
exception to this rule, however. In certain countries, 
as India, prices are fixed rather by custom, ieee by 
cost of production, than by supply and demand. In India, 
therefore, the quantity of money adjusts itself to the 
prices, and any excess over and above that needed for 
trade simply disappears by absorption, i.e. hoarding. 
Some day, however, the desire of the Indian native for 
gold and silver will be glutted and will turn towards 
more of this world's goods. When that happens, prices 
in Indies will inevitably rise, the excess export trade 
will slacken, and exchange will he freed from all 
necessities of artifical adjustment. 

another case, so outside the general run 
thet it may be termed an exception, vix, when one country 
produces a commodity which is permanently or temporarily 
a paramount necessity to a second country. This is 
the case in Egypt, at present. Egypt possesses a prac- 
tical monopoly of the production of Egyptian cotton. 
So long as that monopoly exists and the need of foreign 
countries for this cotton is sore, Egypt can wring a 
monopoly price out of these foreign countries. In this 
case, one of two things must happen. There must be a 
counteracting flow to: the exporting country, either of 
commodities or of money,-iee. in the case of Egypt of 
gold, since international securities and coupons have 
but a limited application. At the present moment, and 
for some time past, the flow of commodities has been 
severely restricted. It follows that the flow of gold 


must take place, or - a third alternative - the same 


severe restriction must be placed on the flow of gold) 
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so that the export point is lowered. This third alter- 
native implies that the rate of exchange is lowered 
considerably. In the absence of a counter-flow of 
commodities, there is no escape from the alternatives 
either f(a) a flow of money of some sort must take place, 
with consequent maintenace of the rate of exchange at 

or about the import point for Egypt, or (bv) there must be 
a restriction of the flow of money and freedom for the 
rate of exchange to move below the import point. 

The former alternative,in a modified form, however, 
is that which has been adopted as the solution of the 
present problem of international trade, so far as England 
and Egypt are concerned. Under the arrangement, at present 
in force, by paying a sovereign, treasurery note or other 
credit document for L.St.1 into the National or other Bank 
in London, the payer may purchase the right to 97.5 
piastres (less a small fraction for the bank's trouble ) 
paid in Hgypt. As will be shown in the next chapter, the 


consequence has been that Egypt has been deluged with 


money that she does not need for her trade, and prices 


en here accordingly. 

Here it must be remarked that the matter has nothing 
to do with the convertibility or otherwise of the paper 
money. The position would be exactly the same (but 
fora small difference to be noted presently) if the 
Benks in Egypt were possessed of huge reservoirs of 
gold here which they issued, against payments in London, 
at or about the par of exchange. The small difference 
is that undoubtedly conversion into jewelry or hoarding, 
to an extent not now probable, would take place. Fund- 


amentally, then the problem is not dre to inconvertibility, 
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but to the interference with the rate of exchange. This inter- 
ference, to keep the rate of exchange fixed, is an exemple 


of a type of legislation commoy in this country, indeed in all 


countries, of drafting enactments against effects whilst 


leaving the causes still fully operative. Such legislation 
is doomed to failure. It is to remove the symptoms without 
touching the di fa the index of a weather glass 
in order, by s ing its f to avert a coming storm. 

The point is 3 3 full discussion requires 


ter to 
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Iv. Hffect of Fixed Rate of Exchange. 

this chapter it is proposed to study, in some 

the effect of fixing the rate of exchange on 

and internal trade generally. Bvt before pro- 

to this detailed study, it may be well at the 
outset to remove one objection. The pound sterling 
is defined in terms of the piastre so that one pound 
is equivalent to 97.5 piastres. This fact has been 
cited as necessitating the fixation of the rate of 
exchange at or about that figure, but there is here a 
confustion of thought. The definition of the tariff 
as between the sovereign and the piastre applies to 
the sovereign in Beypt, whereas the rate of exchange 
between the sovereign and the piastre applies to the 
sovereign in England and the piastre in Hgypt - a far 
different state of fairs. It will be recognized 
that to convey a sovereign from London to Hgypt may 
well cost something like 7.5 piastres at present, in 
which case, an inhabitant of BHeypt, a possessor of a 
pound sterling in London but desirious of transferring 
it to Cairo, would accept 90 P.T. to save him the trouble 
of doing so. In fact the error of fixing the rate of 
exchange lies just in this confusion of the sovereign in 
England with the sovereign in Egypt. : 


What at present is the true import gold point s 


as regards England and Egypt? To answer this question 


is difficult, and somewhat academic, for reasons that 
will appear | but an answer may be attempted as 
follows:- 

Consider 100,000 sovereigns 


to Alexandria:- 





Packing costs much more than the usual rate or say 
Le ste 


Freight, usually about 1%, is some 
8B GIMES MOTE OLFecsecececccccvers 800 


Maritime insurance 3/8 the jocesseses 375 
War risks, 5 guineas per Centercercews 5,250 


Interest, 60 for three weeks, Sayee. 
Total.. 


This is rather over 6 3/4 per cent, and it is 

a minimum price. In theory the exchange cannot fall 
below the gold point, in practice it frequently does 

so at least in certain countries. In Germany, for 
example, the policy of the Reichsbank for many years 
has been to encourage importers of gold, but to dis- 
courage exporters. On July 28th. 1914, the quotation 
was 20.54 marks to the sovereign, which is 1 per mille 
above the point at which it would pay to send gold from 


Berlin to London, but so far from that being the case 


gold to the amount of over L.st 800,000 actually left 


London for Germany on that and the following day .* 


Tf then obstacles are placed in the way of obtaining 

gold in London for export, the rate of exchange may 

fall below the export gold point - how far below depends 

altogether on the extent of the restriction. There 

is little doubt that the rate of exchange is at least 

as low as 90 p.t. at present and very possibly much lower. 

If we accept the theory that international trade at 

basis is but a complicated barter, then there is reason 

to believe that the true rate of ezchange as between 

the United Kingdom and Egypt has been low as 81 p.t. 

for over two years. This point will be discussed later. 
sss 


WeF. Spalding, The Foreign Exchanges, (London,1915) 
p.37 
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Adopting for the moment the supposition that the 
rate of exchange is 90 p.t. for a pound sterling paid 
in London, we are now in a position to study the effect 
of fixing that rate at 97.5, first on the price of 
export then on local prices, and, thirdly on the price 
of imports. The first case, exports, is best examined 
by taking concrete examples, for which purpose onions 
and cotton will be selected. Onions have been chosen 
because this commodity is one for whi i 3 and 

ners are in competition. It is perhaps easier 

the operation of the exchange if we first 

consider the exchange to have been free and at its 
gold import point. A merchant in England, desiring 
to pu onions might, be paying L.st 100 into a 
Benk in London, become entitled to cash in Egypt to 
the amount of L.eg,90- As 90 p.t. is ahout the price 
of a gantar of onions, he would thus be enabled to buy 
a hundred qantars for his L.st.100 (He would, in any 
case, have to arrange for freight and insurance in 
addition, but since these payments are made in London 
we may neglect them). Suppose now that the exchange 


is no longer free, but is fixed at 97.5. The London 


merchant, by paying his L.st 100 to the London Bank, 


now becomes entitled to cash in Egypt to the amount 
of Leeg.97.5, to neglect small differences and 
commisions. without additional cost to him he may 
now bid above 90 pet. for the qantar of onions, and 
he will be made to do so. fhe local merchant desires 
to get as much as he can for his onions, and finding 
foreign merchant willing to bid above 90 pet. will 


ask more than that and get it. The local consumer has 


been unvilling to may more than 90 p.t., and so with 





the higher bidder agai 
than his original qantar, 

struck : say 94 p.t. per qantar, 
at which price the English merchant buys 1.04 qantars 
for his 97.5 p.te while the local consumer buys only 
96 rotls. for which he would pay 90.2 p.t. or 2 milliemes 
more than before, a fractional difference which may be 
left out of account, as it is irrelevant to the argument, 
The result of fixing the exchange therefore has been 
that the London merchant now gets 104 qantars for his 


L-st.100 paid in London, while the poorer Egyptian 


consumers, i,e. those just willing to give 90 pet. for 


a qdantar, have been squeezed out, and the price of 
onions has risen to 94 p.t. a qantar. As a nett result 
Egypt hes lost for her consumers 4 qantars of onions 
and has received an ad#itional Leeg 7.5 of paper 
currency. 

Consider now the case of cotton, and suppose the 
local export price to be 46.8 or Leeg 9.36 per qantar 
for the quality in question. With a free rate of 
exchange at 90, a cotton spinner paying L. st 2600 
in London would obtain the right to L.E. 2340 in 
Alexandria, for which he could purchase two hundred 
and fifty qantars of this particular cotton. If now 
exchange is fixed, for his L.st 2600 he will obtain 
Leeg 2535 in Egypt and will be prepared to bid above 
0 46.8 a gqantar, since it costs him no more than 
before. The cotton exporter finding that he can get 
more than 46.8 a gqantar will ask as much as he can 
get, and will finally put the price up to 50.7 or 
heeg 10.14 a gantar. At this price the cotton 


Spinner will again get 250 aantars for his L.st 2600 





as before, and will be quite satisfied Egypt parts 
with 250 qantars of cotton: the volume of trade done 
is exactly as before; but there is now an unnecessary 
i.eg 195 of paper money in circulation. Che amount 
of money in the country has been increased by this 
amount, and by the reasoning of Chapter II, the general 
level of prices will be raised correspondingly. This 
same process of inflating the currency follows on every 
such transaction of ex ort. [fs amount is L.eg 195 
on L.eg. 2440, or 8 1/3 per cent on every transaction, 
since, by fixing the rate of exchange, Le. 2535 is 
required to do the work, or carry through the same 
business as L.eg 2340 had the exchange been free. 

4s regards imports, again the problem is beat 
considered in the light of a concrete example, let us 
Say a bale of 100 metres of woollen cloth, valued, 
Oei.f. Alexandria, at Le8t.40. With free exchange 
this would come to L.eg.36, which is what the Egyptian 
merchant would remit to England in Payment. Customs, 
Clearing expenses and profit would come, let us say, 
to 25% - the actual percentage is immaterial, but this 
is about a fair figure. The cloth would then be sold 
for L.eg.45. With the fixed exchange, the importer 
has to pay 40 X 97.5 p, or Leg 39, and 25% on that 
emounts to L.eg.9.75. The cloth is then sold at 
Leeg. 48.75, an increase of price of Leg. 3.75 or again 


8 1/3 per cent. ere the effect on the local prices 
of imported articles is direct and obvious. Local 


prices of such articles have been raised 8 1/3 per 


cent through fixing the rate of exchange. 


Let us now consider the result of expending 


.8st.3000 on exports from Egypt (valued fob), while 


at the same time imports worth 1,.st.3000 (valued oif) 
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are sent here. Whatever the rate of exchange, the two 
quentities would balance in the foreign and the local 
statements of account. The importer will withdraw from 
circulation to pay for his imports exactly what the 
exporter throws into circulation by the purchase of his 
exports. So long therefore as exports and imports 
nearly balance in value, the rate of exchange does not 
effect the amount of money in circulation. If, however, 
imports are valued at L.st.4000 fob and exports at 
L.8t.3000 oif, the case alters. 

(a) With exchange free and at 90. The exporter 
receives L.eg.3600 and the importer pays L.eg.2700 
and 5.eg.900 has been thrown into circulation. 

(b) With exchange fixed at 97.5. ‘The exporter 
receives L.eg.3900 for his wares, while the importer 
pey l.eg.2925 for his. On the balance L.eg.975 has 
been thrown into circulation. 

This amount is L.eg.75 more than before, which 
means that, by fixing the exchange, an unnecessary 
Lege 75 of paper money has been forced into circulation. 
As before, the amount is unnecessary, since the same 
business could have been transacted without this L.eg.75 
ha& the exchange been free. 

The rule is now evident. The amount of inflation 
of the currency depends on two things, the excess of 
exports over imports, and the difference between the 
true rate of exchange and the fixed rate, expressed 
as a fraction of the latter. 


pitah ae Hey mie 
English money fixed exchange |free exchang 


\ 


Exports... |L.st. 4000 Leeg. 3900 L.egs 3600 


\ 
Importsees. eS H 2925 Hd 2700 \, 


Difference 





The fixed exchange is 97.5 


"free ¥ Ris; DOGO 


" difference Ke 7De 


The inflation, as found above, is Leeg.75, which is 
7 9/13 per cent of the excess of exports over imports, as 
valued under the fixed rate, or 8 1/3 per cent, as valued 
under the free rate, or lL.eg, 7 1/2 per hundred pounds 
sterling. 

We are now in a position to estimate the minimum 
inflation in local currency, due to fixation of the rate of 
exchangee In 1913 and 1914, the question hardly arises, 
since there Was an approximate balance. In 1915, the 
excess of exports amounted to 12.7 millions, and the 
evaluation was made under the fixed exchange. Had that 
exchange been free, the evaluations would have been 
Imports L.eeg 26.30 Millions. 

Exports Leg 37.98 Lg 
‘Difference Leeg 11.68 

The inflation due to this cause was therefore one 
million (i.e. 12.7 - 11.7) at the end of 1915. In 1916 
a further inflation of 1.4 millions had been superadded 
to the former, or over 12 per cent of the average quantity of 
money in circulation in 1916. ‘To at least this extent, 
the, the rise of prices in 1916 was due to excess of 
currency, caused by interference with the exchange. By 
the end of June, 1917, at least L.eg.600,000 more had 


been added to the inflation, and before the end of 1917, 


« 
we May reasonably expect. the unnecessary surplus of 


currency to reach 4.5 millions. 
Here it is proper to point out that true inflation 
would not begin till the notes issued exceeded the amount 


of primary money withdrawn from circulation. 
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his amount we have estimated at 4.5 millions, and the account 
of the National Bank show that the increase of the note cir- 
culstion had attained 3.9 millions by July,1915, 4.3 millions 
by august, and 6.1 by September, but some of the last 

amount Was prohably due to the needs of the cotton crop. 

When therefore allowance is made for the fall in the 


volume of trade, there is reason to believe that true 


inflation began in Egypt in July, 1915, and that up to 


that date, the currency was insufficient for the 
commerce of the country. Consequently prices ruled low 
until July 1915, and only began to rise when the true 
inflation started, ‘This is entirely borne out by the 
index number of wholesale prices for Egypt (See fable 


TX )i5 
Table IX. 
Index number of wholesale prices of some Egyptian 
commodities, and Economist Index number. 


Index number x Eeonomist 
Egyptian commodities. Index number xx 


rsd FoUs pas Petr | Tete Pes prove pier 


JONUALTY eeereve 
Hebriaryeceees 
Mar@hes pees ees 
Aprileccessevs 
Mavececcsceese 
JUNC ceecvecere 
JULY er erececce 
AUPUST ceccecore 
Septembereseces 
OCTONET sees cee 
NOVeEMbEK ee seve 
POSADA ee cove 


x Mean for Cairo and Alexandria markets. 

xx The Index number given by the Economist is based 
on the mean prices of 1901-5 taken as 100. On the basis 
the number for July, 1914 was 116.6, but the numbers 
here given have been reduced to percentages of that of 
duly 1914, for comparison with Egypt. 


NeB. The Egyptian index number is by no means so 
comprehensive as that of the Heonomist, since it involves 
only a relatively small, though important, group of 
locally pmax produced commodities. It will serve, however, 
for a rough comparison. 





minimum 


the 


of excha etween two countries is the ratio 
hetween the money of one country, in that country, 
of another, in ; other. In genera it is usus 
to compare the moneys in terms of some e On subStance - 
gold, or silver - but we may equally do so in terms of other 
Substances desirable to both peoples, or better still, through 
This becomes necessary the currencies, 
in gold is 
e 


under restriction. Thus Bastah] ays, “The currency of t 
v , v 


h 
too, an Ssary element in the settlement of 


the terms, and in the case of inconvertible 
the most potent one". 
a premium of 127 per 


London depends far more on 
shbtedness of one country to the other, 
50 at the moment the rate with 
the sovereign, does not mean that the cost 
of sending gold from Italy to London is 10 lire per sovereign, 
hut that the Italian currency is depreciated in the ratio 35 
prices is the same in the 
the purchasing power - the value - of money 
be such 
al year, as wee we shall 
from the 
fo rule steadily 
$ than in E an wy taking the level of 
in each country in th: /@ar aS Standard, denominating 


it 100, and comparing Subsequent pr ith that stendard. The 
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resulting rate of exchange will then be expressed as a per- 
centage of the par rute. From the tables published regularly 
by the Economist, we know the level of prices in England for 
1913, 1914-1955 1916, and onr caleulatiohs in 24 - give 
relative figures beypt for the same Phas These are ex- 


hibited helow:- 


Zeonomist Index Number. ...<ercces 120.8 
ditto a8 a percentage of 1913... 100.0 99.3 


Egypt, level of prices. .ceceeses 100 85 


Exchange rate calculated as a per=- 
CONnbape Of Pat e«+ 6 vis <n ve sees SIUO 84 90 


frue exchange (calculated)....e 97 5 81.9 87 8 
We can now caleulate the probable total inflation due 
to a rate of exchange that had fallen naturally and not 
been the subject of artifical restriction. The money 
unnecessarily introduced inte circulation at any time is 
proportional to the total excess of exports over imports 
multiplied by the defect of the true exchange from par, 
expressed aS a fraction of par. ° jie shall take the true rate 
as being about 83.7 per cent of par or differing by one sixth 
from par. 
at the end of 1914, the trade balance was small, 1.3 


millions, and the correspon@ing increase of currency 0.2 


millions. The trade balance in 1915 amounted to 12.7 mil- 


lions, the inlfation @ue to it to #.1. millions, and the total 
inflation 2.3 millions. At the end of 1916, these figures 
had become 18.7 millions for the balance of trade, 3.1 
millions for the additional inflation and 5.4 millions for 
the total inflation. 
4A comparison of these figures with those of table V, 
27, shows that they afford a not unreasonable quanti- 


tative explanation of the increase in the currency, especially 
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when due regard is given to the change in the volume of 
elaborated in conjunction with 
do §0 would serve no very useful 
purpose. The point of this section is that ea quantitative 
explanation of about the correct magnitude had been given 
for the enormous ri in the currency in 1916, that this 
explanation has heen based on certain theoretical considerations, 
and that these, followed out to their logical conclusion, 
give results which are highly consistent with figures 
obtained from practice. 
It must, however, he noted that this calculation and that 
of 47 stand on different footings. ‘The basis of the latter 
is a calculation of the gold point from considerations of such 
items as the cost of packing and carriage of gold, its insurance 
and the loss of interest during its transport - all matters 
independent, or nearly 80, of the level of prices in Egypt. 
The basis of the calculation of this section has already involved 


consideration of the level of prices here, and to use it to 


explain that level would be a falls y Whet is legitimate, 


deduced from theory by 
comparing it with the quantity of money, arrived at in 27 by 
perfectly independent calculations. If the results are reason- 
ably consistent - as they have been pointed out to be, above - 
strong verification of the theory has been obtained. It is 
contended then that the theory of the present paper h shown 
itself, at every cheek, consistent with the observed facts, 


and that its soundness may be taken as demonstrated. 





In these calculations, 
exchange, after reaching a mini m figure in 1915, 
again begun to rise. This rise is due to the more 
advance of inflation in 
inflation must increase i il prices in Kgyy rly 
the very high level of prices in Ls Since prices 
in England are always rising, prices re will continue 
to follow without overtaking them. A he same time the 
ate of exchange will gradually rise until it approaches 
par, but without actually attaining par When that 
happened, Egypt will have become, to all intents¢and 
purposes, an economic annex of London. 
this state of affairs must continue so long as Egypt 
continues to export more than she imports. when however, 
is sought to realise some of the vast credit now existing 
in london, and the balance of trade turns to Egypt's disad- 
the true rate of exchange must also turn to her 
disadvantage. But in the pr s6 of change from favourable 
to unfavourable balance of 
becomes dif 
here will then 
continue ahove, until the whole of the e¢ has been 
absorbed. As 
in tion of currency here will gradually disappear, until 
the amount in circulation corresponds to the commercial 
needs of the country. Vhen that is so, exchange may be left 
to itself. 

(52) ( } rrow point of w of business it might 
appear an! & Was quite ; actory, since the 
inflation will ly temporary, and 
disappear, whil ty for interference witt 


e 


the movement of 


exchange W also disappear. But 


from the deeper point of view, this process must take 
time. 7 = as exports here continue to exceed imports, 


inflation will inerease ana prices will tend to rise 
rise, 





may extend over two years. 
and the professional man \ 
urist, trader and business m: 
expense of the man 
Irving Fisher (L.C.,p.205) remar! 
justices produced by rising prices through i 


with distribution and the subtle transfer of wealth 


moment, presents a 
process. rue, the injustices 
and the wealth retransferred, if, 
es commences, Salaries 
continue @n Lor as long a 
too low. Of this, however, 


ixed incomes 


war bonuses or special allowances. 
that the present prosperity of Egypt is based very 


larrely on the unprosperousness of the class of fixed 


incomes and that the future holds no propect of their 


having the balance redres 

Further, than that, the disadvantage of the wage 
earner may become so great that his efficiency and 
future health and those of his family are compromised, 
and in cases that have come under the writer's notice 
this has undoubtedly been so. No chance of a return 


to normal prosperity in the future can compensate for 


ate of affairs. To that extent then, the 
Egypt amounts to a draft on the 


future welfare of the Country. 
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Moreover, the inequality of the distribution 
in one direction during the period of rising prices, 
and in the other direction during the period of falling 
prices makes for discontent and difficulty of govern- 
ment. 
It should also be pointed out that the Government 
a sufferer through the rise in prices and from 
Some portions of its 
revenue - land tax and date tax, for example - are fixed, 
and thus the Treasury comes into the class of earners of 
fixed incomes. The corresponding expenses are not all 
fixed, and the Treasury suffers. And sin these 
are not likely to be increased this 
disadvantage of the Treasury will persist until normal 
conditions and prices are reestahblis} There will 
be no compensation in its case such as will operate 
to a sm-1l1 extent for the wage-earner whose | -bonus 
may continue after prices have begun to 
In another manner also the Treasury has lost 
heavily owing to the fixation of the exchange, viz. 


ying more to foreign creditors than would other- 


in pa 


wise have heen necessay f annual amount of the 


coupon (excluding the Tribute) is L.eg.3,552,000, of 


which only about 5 per cent is on account of bonds 
held in Egypt. ‘The balance say L.eg.3,374,000 


has been remitted to Europe st par, whereas by the 


88, for 1914, 1 


(90) been maintained the Treasury would hsve economised 


respectively. 





1914 Leeg 268,000 or Leege 126,000 
1915 Deeg. 570,000 or Leege 253,000 
1916 L.eg. ,000 or leeg. 253,000 
all L.eg. : ,O00 or Leeg. 652,000 
According to circun ices the real economy would 
have been more in the former case, Since the tendency 
for the rate of exchange to return to par would not 
have existed, and in the three years the economy 
might easily have amounted to one and a half millions. 
It is true that this economy would be needed later 
when the rate of exchange moved against Egypt, but in 
the meantime, the Treasury \ 1 be permanentl 
loser by the interest on the sum which would h 
accrued in this eay. On the other hand the Treasury 
would have lost, on customs (excluding tohacco) and 
shipping dues, the following sums: 
in 1914 h.eg. 75,400 or Leese 36,500 
in 1915 L.eg. 282,300 or L.eg.178,3500 


in 1916 Leg. 265,900 or Leeg.209,900 
in all Leg. 623,600 or l.eog.374,700 


which sgain would have been counteracted by the gain 


when the exchange moved against 
account been instituted for such losses and gains, the 
sums at its credit would have heen respectively: 

End of 1914, Leeg. 193,000 or L.eg. 90,000 

End of 1915, L.eeg. 481,000 or L.eg.2154,000 

End of 1916, Leeg. 536,000 or L.eg.258,000 
on which sums, continuslly increasing, the Treasury 
would have draun interest until in the course of events 
they hecame ahsorhed. 

It has been objected that an English holder of, 
say, Lest. 16,000 Egyptian Unified 4 per cent would not 
accept payment in London, but would seize the opportunity 
to post his half-yearly coupon for L.st. 200 to Cairo, 
collect the payment there ar 97.5 0.7. to the sovereign, 


and have the money remitted at 90 2.2. to the sovereign. 





Chis objection neglects the expense of 

coupon, which would amount to much the 

sending gold, except for the lessened cost of packi 
and Garriage, which would probably be offset by other 
expenses. In point of fact, nothing would have been 
gained in this way, « he Trea ave been 
in a position to liquidate its indebte 8 to Europe 


hy buying the cheap hills on London. 


Since the Army have been heavy contributors to the 


favourable balance of trade, it may be well to examine 


how this state of affairs ha8 affected them. The 
answer is at all 7 nly a small degree. 
The rise of prices of local commodities with a fixed 
exchange has tak } la His \ivantageous ex- 
change and lower prices. For example, if the military 
authorities remit L.st+.1000 to pay for say tibn at 
L.ege2 s ton, they get L,eg.975 in Egypt and buy 487.5 
tons of tibn. Had the exchange been allowed to fall 
naturally say to 80 they would have received L.eg-800 
but the price of tibn would have been at or 
par 164 P.?. and they would still have been sble to 
purchase 487.5 tons of tibn. Of course, to apply this 
theory rigidly to particular ease, other than by way 
of an example, is fa cious, but it would have been true 
thit, in general, the Army would have received the 
same amount of goods in Egypt for L.st.1000 paid in 
London, a8 they do now. 
ar remaric would apply to men's pays. ‘They 
would have received fewer piastres per day, but owing 


to cheapness of commodities, would have got the same 


quantity for the apparently lower pay. 
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An objection may be, raised that internal commerce 
would have been enormously complicated by the variation 
in the exchange. That would have been quite true had 
the sovereing remained as the medium of exchange, or British 
Trea } place. But since the sovereign 
has entirely disappes rom circulation, the necessity 
for considering a varying exchange would never have srisen, 
in internal commerce. 


the argument of this chapter admits of an elegant 


mathematical expression, which, however, it has seemed 


advisable to keep to the end. 
Let Mi be the quantity of money in circulation in 
Egypt at any time, and M that at the beginning of 
our calculations. 
Le be the total excess of the value of exports 
of imports, from the start of the calculations. 
be the par rate of exchange and R the true 
rate at the given time. : 
Then by 46, the increase of money dM, due to 
the fixation of the rate of exchange, is given by 
cl Wises (2 Rae a ee ry PO Me nh Ol 
Further, by 48, since the true rate of exchange 
is as the level prices here to that in England, 
pHengOR/ R= p/p = Pifep sicssescaccscavewasell) 
where P is the level of prives prevailing here, and 
Pe’ that in England, and P and P* are corresponding 
quantities at the beginning of the calculations. 
Agein, by the quantity theory, 
Pi = MN Qiindc s Gaee sake pha eR ods bac oka ETO 


; 


where N is the velocity of circulation here and © is 





the volume of trade here. If we write M. = P’ Q/NXP/ P 
then My is the quantity of money that would have been 
needed to finance Egyptian trade, had prices here been 
those prevailing in England and had allowance been made 
for the normal difference in prices here and in England. 
Dhue R/ Ri eM MG o's wes nino 6's soe in A ois Spree br 09 ares A) 
Hence (1) becomes aM = (1 - M/lly) @ seeeveeee(5) 

In practice M, i8 independent, or very nearly so, 
of the value of either exports to or imports from 
lgypt, and so of , and it is also independent of the 
amount of money circuleting in Egypt. lie may therefore 


integrate (5) at once and obtain 


M, - M = (My -M ) exp. (-4/Mz).0...000600(6) 


This equation comprises the whole of the argument 
of chapter 1V, but in point of fact was not investigated 
until 48 had been reached, and the application of the 
principles previously enunicated was being sought. As 
usually happens, the investigations of the fundamental 
equation threw a flood of light on the question. It 
has not, however, been used in the calculations, which 
therefore are susceptible of slightly closer approxima- 
tion to the true conclusions from the data than the 
actual calculations. The difference, however, can be 
but small. 

the following conclusions are immediate deductions. 

(a) The quantity of money in circulation in Kgypt 
must increase until it approaches that required to 
finance Egyptian trade at English prices (due allowance 
made for normal differences in price-level) and the 
degree of approach depends on the ratio which the 
aggregate balance of foreign trade from the start of 


the calculations bears to this amount of money. 
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(b) The exchange approaches par at the same rate. 
{c) An increase of prices in England will producé 
a more than proportionate increase of prices in Egypt, 
and this local increase will be greater as the true 
fe of exchange approaches par 
In fact, if ices in England change by a fraction 


above will change to My (1 r), and if M and M’ 


are the quantities of money corresponding to the first 


second price 


fdise sine tt) 


of exchange as a fraction of 


becomes: l=" (een) lis 


Ve Adhetee ees sae aeee tases (6) 


The change in the local q v Pm sy due to 
actional change r in English 
ited in the proportion 
proaches 
proaches par. 
to the present -state 
likelu to augment in an accelerating degree, 
unless the matter is taken in hand and a remedy sought. 
fhe equation for what ; ed for defkux of 
the present wave of pseudo - p 7 y is easily found 
Ky) exp. 


he excess cz imports over exports, 


Mp is the quantity of money at greatest (future) 


inflation. 


The corresponding exchange eauation is 
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These equations will continue to obtain until 
becomes equal to the total excess of exports over 
imports on the up movement. 

If, however, the rate of exchange is kept at the 
gold point, and the cost of transporting gold is taken 
to he constant the solution of equation (1) is simply 

M-M = (1-8/2 ) 

In this case the total inflation of the currency 
is proportional to the total trade balance, and to the 
fractional fall in the rate of the exchange from par. 


Ve. Resumé - Objections - Remedies. 


In the preceding chapters an explanation of the 
quantity theory of money has been given, and an attempt 
made to evaluate the different factors that enter into 
its expression, so far as Egypt is concerned. It is 
shown that the volume of trade here has diminished 
since the war, although the monetary measure of this 
trade has increased. is result is due to the 


enhanced prices, and an estimate of the rise of the 


general level of prices is thus obtained. 


Next, by an independent piece of work, it is shown 
that the currency has been augmented, and in just such 
proportions as might be expected from the quantity 
theory. Theory and practice are thus in as close 
agreement as the nature of the data admits of, but so 
far only a casual relationship has been established 
between the rise of ices and the increased quantity 
of the currency. Which is cause and which effect, 
however, is not established at this point, but here is 

he rise in prices, which is nearly 
universal, must be the effect, and the increase of 


currency the cause. 
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A study of the foreign trade of Egypt next 
follows, together with some consideration of the means 
of sdjusting foreign trade balances. Applied to 
Egypt, in present circumstances, this shows, by 
calculations cuite independent of what has preceded 
that the plan for fixing the exchange, adopted in 
August, 1914, and modified on subsequent occasions, 
must necessarily cause a certain inflation of the 
currency, by forcing into circulation money that would 
not have been needed for the corresponding volume 
of trade, had the rate of exchange been left subject 
to the ordinary laws that govern it, viz, the supply 
and demand of indebtedness and the instruments for 
settling indebtedness. A measure of the fall in the 
exchange which ought to have taken place ‘is then 
calculated, again from data quite independent of any 
of the preceding work. q rate so obtained must be 
regarded as ea maximum, and the true rate is probably 
below that. Later on, an attempt, more abstruse 
perhaps, and more liable to objection, is made to 
Calculate this true rate. This second attempt is 
based on a comparison of the purchssing power of the 
Egyptian and British currencies. It is then shown 
that these two attempts give results, as to the 
inflation, that are of at least the correct order 
of magnitude when compared with the actual currency. 
Some applications to the position of the class of 
fixed-wage earners, of the Government itself, and of the 
Expeditionary Force are then made, and finally a mathi- 


matical expression is obtained for the main thesis of 


the effect of fixing the exchange, on the currency. 
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At every stage the theory is tested by figures 
obtained from practice, and the main steps in the 
calculations are independent of each other. That they 
May all be co-ordinated by the theory amounts therefore 
to an inductive verification of the strongest possible 
character, and shows that the theory gives a true 
explanation of the facts. It is therefore a valuable 
guide in the search for remedies for the present 
econonic situation of the country. Before using 
it. for this purpose, however, some objections that 
have been raised will first be stated. 

It has been objected that prices are settled 
by the laws of supply and demand, and that demand 
having increased in Egypt, and in very many instances 
supply have increased, a rise in prices necessarily 
follows. This is true to a certain extent, but is not 
adequate to explain the excessive rise in prices, nor 
the fact that nearly all commodities have risen in 
about the same proportion. There is involved here 
the logical fallacy of arguing from the part to the 
whole. In the words of Professor Irving Fisher, 
"{t is as futile to explain @ general rise of prices 
by appealing to the particular forces affecting 
particular prices, as it would be to explain a rise 
in the ocean tides by appealing to the forces which 
make the Waves." 

But those who appeal to "supply and demand" of 


commodities neglect the equally important "supply and 


demand” of money. The point of the present paper is 


that these equally important factors have been estimated 
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and shown to b lequate to explain nearly all of the 
in Egypt. 
fhe argument has been put that in effect Egypt 
has done no more than India does in fixing the rate 
of exchange at to the rupee. Again this is 
true, but only 2 certal eB t+, for, so long 
India was able to import silver enough to adjust 
favourable balance of trade, and just so long, the 
Council was able to maintain the exchange. But with 
in 
procuring in sui ; 1 1 balance the 
account, India has found it impossible to maintain the 
exchange a at the same time allow of unfettered 
nange has resulted. 
“undertaking to secure payment 


overnment 


exporters on private account except to the extent to 
which such exporters could produce "cover", i.e. pay 
to the Exchange banks money to be remitted from India 
to London. Brok ready to sell "cover", and 


the price to he ] : it (and to be secured for it 


by the importer) is equivalent to a rise of the 


sterling value of the rupee above 1s.4 
evertheless the export trs 
hampered and it is extremely ult to finance 


shipments to Egyp 2rtain goo not declared to 


Indian Journal of Economics, 1, (December, 
1916) pe 508. 
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Writer has been advocating the extension to the utmost 
of exports from Egypt to India. Were the trade balance 
zero, we should be spared the anomaly of Egypt and 
India having apparent par exchange with London, and 
yet Egypt being unable to remit to India. 

A remedy is proposed by the introduction of rupee 
notes. If this is adopted in India, the result must 
be a much increased general rise in prices there, 
such as has taken place here. 

On more than one occasion it has been argued that 
there can be no inflati Since the notes are issued 
only in response to a legitimate commercial demand. 
Theat is true in a sense, but the commercial demand 


higher than it ought to be under a free exchange, 


has been shown in p &S-46~ It is perhaps worthy 


note that a somewhat similar plea was put forward, 

1810, to defend the then policy of the directors 

the Bank of ingland. fheir contention was that 
there could be no possible excess in the issue of 
bank notes so long as these were issued in purchase 

of undoubted solidity arising out of real 

commercial transactions. And yet paper fell to a 
discount of 15 1/2 per cent, while the exchange with 
france fell 14 per cent. This plea was not accepted 
by the "Bullion Committee", appointed to enquire into 
the causes of and remedies for this state of affairs, 
who. reported that no greater fall in the exchange than 
7 per cent - the cost of sending money to France = 
could result from the unfavourable balance of trade; 
that the residusl @all was due to depreciation of the 


eurrency; that the principles laid dowh by the directors, 
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as above, Was entirely unsound; and that the only safe 


guide was the state of the exchanges 1 the price of 


fold bullion. France Was then in much the same 
position with respect to England as Bgypt is now. A 
favourable balance of trade, and.a depreciated currency 
in lIingland exist i ] 3 The exchange in the 
one case fell 14 per cent, in the other it ought, 

and is here insisted, to have : y @ similar 
amount, but by preventing its fall, Egypt has been 
deprived of "the only safe guide" he regulation 
of note issue. fhe. second guide - the price of 
bulls 5 no 

is unobtainable, j orth mentioning that 102 
piastres were being paid in Augnst 1917, in 

of Cairo, for new British | 

close on 6 per cent. 

The House of Commons, it is true, refused to 
confirm the report of the Committee, the policy of the 
Bank continued, L fell to a discount of nearly 
50. per cent, and a crisis, precipitated by a mania of 
speculation, supervened in 1813. Six years Later 
matters threatened again, and a Committee of both 
Houses, appointed to reconsider the :uestion, vindicated 


the iS gees a ela laid down by the Bullion Commits 


The above information is condenses from the account 

I DeAe Bart Cash and Credit, Cambridge, 
1912, pp.79 et The next eight pages of this excellent 
little hook are r illuminating-in the present circumstances. 
‘In the case of @ country with a gold standard, trading with 

paper-using country, the rate of exchange depends almost 
entirely wpon the relation “petyeen the level of prices in the 
two countries (1.c.,p.82) If that is so when one country uses 
a gold standard, the statement must be still truer when both 
countries. are using paper, which is prac ae ly the case in 
Egypt and England at present. his a Vindication of the 
principle adopted in 48. 





A suggestion has been made that the price of 
local produce is bound to rise in conformity with 
rise of produce of similar kind elsewhere, until the 
price is such that just does not pay to import.the 
foreign produce in competition. This is another form 
of the supply-and-demand argument of 

dequate to explain the excessive 
li the general 

country like Egypt whic! a food 


necess: sustai 3 Di j imported 


grain-food sanounts to about 6 pér cent of the consum- 


ption, and a shortage of 6 per cent, if none were 
imported, would not 
in the prices of ce 

A Small increase in the general level 
owing to the increased price. of imports is 
but. when the ratio borne by the trade in such 
to the total volume of 3 remembered, the conclu- 
sion follows that the total effect must be but small, 
(see 24). 

Other objections there may he to the theory here 
set forth, but they have not come to the writer's 
notice. It remains ' to Consider possible remedies 
for the present condition of affei Such. remedies 
may be either fundamental or second 
former can he adopted, the latte fill be found to be 


but palliatives. therefore he now considered 


the consequent rise in prices, 
are due to the accumulated excess of exports ove 
imports, and to fixation of the exchange, jointly. 


These are the fundamental factors which cause the 
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inflation, and no remedy which fsils to deal 
With these causes can be other than a palliative 
is not now sBib] 1 he accumulated credit 
balance, and consequently, if we leave the exchange 
fixed at par, the inflation must continue, until prices 
reach their present 1 lL in England. the first and 
principal remedy i : allow the rate of 
exchange to vary freely 

and demand of ans of discharging indebtedness 


to which it 3 subject in normal times. fhis 


fo effect this, the power of the Lonsl Bank 
to issue bank-notes should be restricted to at least 
that in existence before the wai Tha 8, banknotes 
should only be issued against a cover of helf gold and 
half securities, deposited in Cairo. Transporting the 
necessary gold and securities will cost money, some 7 
per cent, it is estimated above, and in the case of 
gold there is the objection that 
Therefore an e(uivalent plan may he proposed in order 
to obviate this risk. By iis plan the 
securities required for 4%} sue of bank-notes here 
would be found in London, the cost of sending the 50 
per cent of gold and 50 per cent of s rities, would 
he worked ont on the basis of packing, ordinary and 
insurance, r t and loss of interest. This 


cost should be calculated as a business transaction, 


80 that it would be indifferent to the sh 


this internatio 
as now proposed. In this way the true rate of exchange 
would he. found. This currency, deposited eas cover for 


the notes, would be handed over to the Bank of England, 





acting as agents for the Egyptian Government, and 
would not be shipped , but stored in London. In Csiro, 
the National Bank would be authorised to issue notes 
of the cover less this calculated cost of 
Phe exchange would he theoretically at 
f, aS is highly probable, there was 


any difficulty in finding the gold, below gold-point. 


he interest on the securities would, as at present, 


go to the credit of the 
The sole objection that the writer can see to 
pian is that the Government would receive only 
VOD 1/2 per cent on future favourable balances 
be called on to find exchange on 
London to far more than the total balance accuring from 
the inception of this plan. If the exchange had 
then moved as far to the opposite side of pa the 
Government would be a loser. But on the other hand, 
it is extremely-unlikely that the balance of trade 
will move against Egypt until, by the re-establishment 
of peace, the heavy war-risk premium has disappeared. 
The @sleulated cost of sending gold and securities to 
London would then fall to something under 2 per cent, 
and the Government might even mske money out of the 
transaction. An essential condition of such a plan 
is that the balance shall remain in London. 
Secondly-as a Subsidary method, we may reduce 


the balance of exports over imports. In the absence 

of a free rate of exchange this would slow: down. the 

rote at which inflation increases; and if the balance 
f trade became unfsvourable to Egypt; would even 


lessen the inflation. We have small control over 
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imports and cannot operate through then to 
the currency, but since nine tenths of our exports 
of cotton and its products, we can and should 
Control of the quantity is not immed- 
feasible, but control of the price is, and if 
the price were reduced so as to bring about a better 
balancing of the trade account, in on would cease 


to augment. The ste] ren recently whereby the 
t e Py) 


whole of the cotton seed has been acquired by 


British Government at a reduced price 
point of view a step in the right direction. 
obviated a f r inflation of certainly L.E.170,000 
and quite possib heH.450,000, and cotton ca 
cotton seed oil are taken into account, proba 
UeE-60,000 to L-H.160,000 more. 
The third remedy is to w 
as much of the inflated currency as possible. There 
are two prix ways in which this may be effected. 
been proposed, s loan should be 
or heavy taxation should be instituted, 
but in both cases an esSential condition of success 
is that the results of the loan or of the tax shouid 
be spent in the country as little as possible. 
A further condition of success it the loan snd tax 
should take the money from the right pockets. Thus a 
tax by inerease of suty on imports would increase the 
purden - already too heavy --on the earners of fixed 
incomes: so would a tax on rents, 
ghaffir tax, which, from this point of view, is extremely 
An increase of the land-tax on cotton 
would be the most equitable. It would 


root of the trouble by taking the money 
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from the greatest beneficiaries of the inflation, 
and heing of the nature of economic rent paid to the 
Government, instead of to the proprietors, would not be 
shifted on to the consumer, i.e. the foreign purchaser. 
The price of Egyptian cotton, monopolised as it 
Egypt, is fixed by the utmo sum which the foreign 
consumer gan be fc i cr it in his own currency, 
and not by any costs of production or local surcharges. 
A loan woul in all probability affect the second 

t category of beneficiaries from the inflation, ie. 
the commercial classes, who are more likely to seek. in- 
vestment then the agricultural class. *he lson, 
however, would be of little avail of used in any way to 
inflate credit. Thus advance Zainst the 
bonds should be made with the strict conservatism. 
Otherwise it might well happen that inflation to the 
amount of the advances w produced in place of deflation 
to the amouns of the money withdrawn. 


Fourthly, it should he recognised ths from the 


present point of view, hoarding is acti y beneficial. 


Hoarding may be looked on 
currency from rel ior as ad sening of the 
velocity of circulation. In either case the result 
is the same, a lowering of prices. 

Fifthly, speculation on credit should be dis- 
couraged. Speculative credit throws into circulation 
currency not wanted for the ordinary business of the 


country and in itself tends to increase prices. 
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Sixthly, as far as possible the further issue 
of token money should be restricted, unless this 
money is issued against the currency which is not re- 
turned into cireulation. Emphasis must, however, 
be again laid on the fact that the last four pro- 


posels are but palliatives and that no real in- 


provement can be maintained while the exchange is 


and possibly othex remedies, are 
inflation wil e taken in hand, and 
prices checked, ani even turned into 
country aS a whole will not lose, 
for the commodities produced will be more equitably 
distributed, and efficiency will be preserved. In 
run it would not lose over the credit now 


in Europe, for it would continue to draw 


from Europe what it needed on « favourable exchange, 


instead of exhausting its credit at par, “but the 


nejuitable distribution of wealth that has resulted 
from the present policy would be, at least, modified 
equitable direction. Foreign trade would 
not suffer. The country would send as much cotton 
abroad as at present, and Would receive as many 
commodities, and to the same quantity, as at present, 
their value reckoned in the British unit of 
would he exactly the same, though when reckoned 
in the Egyptian unit it would appear less But it 
may be pointed ont that the intrinsic value of a 
commodity is not lessened by using a smaller number 


to express it. Otherwise the value of every 
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article in Egypt might be multiplied ten times by 
reckoning in milliemes in place of piastres. 4 mile 
is the same length whether expressed as 5280 feet or 
aS 1760 yards, although the former conveys an impres- 
sion of grander magnitude. 

The adoption of the policy here advocated would 
do away with all the competition of land to be placed 
under cotton in place of cereals. In fact, since 
there is a shortage of wheat, as ¢ ared with other 
commodities, the price of wheat would rise slightly 
as compared with them, sand thereby stimulate supply, 
and more land would he placed under wheat. ALL 
difficulties of want of balance between meat supply 
ani *fodder supply would be lessened, because prices 
would return to nearly normal, 1.6. pré-war_condtions. 
The present half-hearted enforcement. of a tinkered 
tariff would be necessary. 


Finaliy, the present discontent of the earners of 
fixed salsries would almost ehtirely disappear and the 
greater discontent of the still larger hody of agri- 
culturalists, the impends with the ebb of prosperity, 
would be avert ed. 

But if this or some similar policy is not adopted, 


serious trouble, beyond the power of Government to 


control lies ahead, not only during the war but in the 


(Signed) J.I. Craig, 
August 31, 1917 


Posteript. (1) 4s the last pages ere being typed, information 
has been received that India has found herself to depart from the 
fixed exchange, and to establish the rate 1s.5d. paid in England 
for the rupee paid in Indis. This is a change of 6 1/4 per cent, 
which is rather under the 7.9 pen-Cent adopted in calculation by 
the writer, but the lowering coinincides with a considerable rise 
in the success of antisubmarine tactics and a corresponding fall in 
the war-risk inSurance. (Economist, No 3862, September, 1917) 

(2) For the sake of brevity the argument has been confined to 
the case of Egypt trading with Kngland, but obviously it may be 
extended to other foreign countries than the latter. 
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Movement of retail prices of food in various countries as 
compared with the period preceding the war. 
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